We find that investors experiencing losses have an increased propensity to cut risk (cutting back on both longs and shorts) and an asymmetrically weaker tendency to add risk after a gain. These results can be partially explained by constraints from client capital withdrawal. Manager preferences seem to have an effect as well. However, this effect does not appear to be the result of passive hedging transactions both because of the low correlation between underlying stocks and bonds and currencies, and also because our results apply to both longs and shorts.
Behavioral finance offers two theories that frame and explain such behavior. Kahneman and Tversky [1979] outline the disposition effect where investors have a propensity to cut their gains and hold on to their losing positions. Odean [1998] , Grinblatt and Keloharju [2001] and Seasholes and Feng [2005] document the presence of this effect in retail investors while Coval and Shumway [2005] and Locke and Mann [2005] document the disposition effect on the floor of the Chicago Board of Trade. Barberis, Huang and Santos [2007] describe dynamic loss aversion where gains and losses directly affect an investor's utility and subsequent loss aversion. This is a plausible description for institutional investors, who may derive both pecuniary and non-pecuniary benefits from performance.
Institutional investors scale back their risk as they experience losses. This pattern of behavior is observed among institutional investors by O'Connell and Teo [2009] . 2 In this article, we extend the notion of dynamic loss aversion to differentiate between position level, portfolio level and aggregate cross-portfolio losses in currency investments.
We also develop a framework to disentangle the impact of We find that investors experiencing losses have an increased propensity to cut risk (cutting back on both longs and shorts) and an asymmetrically weaker tendency to add risk after a gain. These results can be partially explained by constraints from client capital withdrawal. Manager preferences seem to have an effect as well. However, this effect does not appear to be the result of passive hedging transactions both because of the low correlation between underlying stocks and bonds and currencies, and also because our results apply to both longs and shorts.
Finally, by differentially weighting investors' losses on existing contracts and losses due to expired or closed positions, we show that, while there is a memory of past losses, the impact of a loss on current trading decisions declines significantly once the losing positions are removed.
REAL MONEY INVESTOR CURRENCY HOLDINGS AND TRADING ACTIVITY
Our sample is based on the transactions and holdings of 1,067 independent portfolios for the period Jan 1, 1997 to a. Breakeven exchange rates only consider currently active contracts. b. Cumulative profit and loss treat all contracts equally within the frame of reference. c. The decay parameter  generalizes between breakeven exchange rates and cumulative profit and loss. d. The slope coefficients measure the extent to which more recent performance matters more, regardless of current contract status.
These profit and loss expressions can be written as:
L is the look-back window; is the value of contract j at time t'-1; is the return over the subsequent day for a contract in currency j measured relative to the fund's currency of reference. The weight w assigned to a contract's daily profit and loss is:
The first term in w is a linear decay function and is only present in the calculation of the sloped profit and loss. t1 is the maturity date of contract j, so the decay only takes effect if the valuation date is greater than t1. 
RISK APPETITE AS A FUNCTION OF PAST LOSSES
Profits and losses within the various frames outlined above are expected to result in changes in risk appetite.
Risk appetite is defined as the absolute fund exposure to a currency, multiplied by the volatility of that currency. The change in partial risk is defined as the change in risk appetite as a fraction of total fund holdings:
Exhibit 3 presents the results from regressions of the sign of change in partial risk (CPR) on the various aggregations of profit and loss for a fixed decay parameter, . Aggregating to the currency level places a significantly larger weight in the regression on emerging markets than in previous regressions, so Exhibits 10 and 11 separate out the currency level regressions into developed and emerging markets, respectively.
Regressions of the sign of change in risk appetite on past profit and loss, plus a constant term and dummy term for second half of year (not reported). End of year variables take on PNL value for July through
The relationships between profit and loss and aggregate risk appetite are significantly stronger in developed markets than in emerging markets, with renewed significance for currency level profits and losses.
Separating aggregate (universe) profits and losses into developed and emerging series improves significance for both subsets, suggesting that the two groups of currencies are evaluated and traded separately.
LOGISTIC REGRESSIONS
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